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General Business Conditions 


HE business indexes have held at high 
levels during February. In overall 





terms, industrial production is the 
highest ever reached in peacetime, 
and according to some measures ex- 
ceeds the war peak. Most of the heavy indus- 
tries are working at or close to capacity against 
well-filled order books, for defense and otherwise. 
The optimistic expectations of the automobile 
manufacturers and makers of other consumers’ 
durable goods are reflected in high production 
schedules. Steel mill operations hold at the peak. 
As would be expected under such conditions, 
employment and personal incomes hold at post- 
war highs, and the soft goods industries also are 
busy, although they are not under as much 
ressure. January retail sales, while a little be- 
ow December after seasonal adjustment, were 
10 per cent above a year ago. February also 
will show gains. 
Predictions made toward the end of the last 
year of sustained activity in the construction and 
capital goods industries find support in the Jan- 
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uary figures. Contract awards, expenditures for 
new construction and new housing starts durin 
the month were all well above a year ago, an 
higher, allowing for seasonal factors, than the 
1952 average rate. Some of the machinery and 
equipment manufacturers would like to have 
more orders, but in the aggregate new business 
is still large, activity for months ahead is assured, 
and with some exceptions a good year is ex- 
pected. 
The Inventory Question 

As a whole, trade and industrial reports make 
it clear that business is moving with good mo- 
mentum. In fact, doubts as to the 1953 outlook 
center on the premise that momentum may be 
too strong to last, and sales expectations too 
optimistic; if so, production through the spring 
months may be overdone. At present levels of 
output some increase in stocks seems to be oc- 
curring. During the fourth quarter of 1952 busi- 
ness inventories rose by half a billion dollars. 
While this is moderate, and the total at the end 
of the period was little above a year earlier, 
stocks usually decline during the fourth quarter. 
Any indication that output may be exceeding 
consumption naturally raises a question as to 
how long the present record production rates 
can be supported. 

For the early future, however, these specula- 
tions have little significance. Among automobile 
manufacturers, home builders and others looking 
forward to good spring markets, the disposition 
is to move confidently, prepare for good busi- 
ness, put forth a strong selling effort, and main- 
tain high production schedules. They will be 
ready to cut back if and when sales and inven- 
tory figures indicate the need, but see no purpose 
in crossing the bridge until it is reached, and 
hope it will not be. They are relying upon dis- 
tributors to do a good job. One effect is that 
competition will be intense. 


Staple commodity prices, whose downward 
trend has been of concern as possibly indicating 
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basic weakness, declined further in the early 
part of the month, but have since firmed _ 
preciably. February is frequently a seasonally 
low month in many agricultural prices. Some of 
the most important of these are now at or below 
support levels; and on the whole the disposition 
is to take a more confident view of farm price 
prospects, at least for the months just ahead. 


Removal of Controls 

The action of President Eisenhower on Feb- 
ruary 6, suspending wage controls entirely and 
speeding the removal of remaining price con- 
trols, has been received everywhere with satis- 
faction. The markets themselves have been 
demonstrating for a long time that the conditions 
which led to the establishment of price controls 
more than two years ago no longer exist. In one 
line after another prices have dropped below 
ceilings, making the controls in such cases in- 
operative. The burden and expense of the re- 
ports and record-keeping, however, have con- 
tinued. Relief in that respect is one of the 
benefits of the President’s action. 

The response of the markets has been much as 
was expected by those who have opposed the 
extension of controls. When the question was 
up last June, Mr. Putnam, then Economic Sta- 
bilization Administrator, and Mr. Arnall, the 
Price Stabilizer, uttered dire predictions as to 
the price increases to be expected if controls 
were ended — predictions repeated this time by 
the present Stabilizer, Mr. Freehill. Actually 
there were no signs, then or recently, that any- 
thing of the sort was likely or that decontrol 
would be very eventful. The ceiling removals 
of the past month have had little effect on prices. 
Both scrap and refined copper have been marked 
up; higher scrap prices were needed to bring 
out a greater supply, and refined copper was 
tar below the world price. A few consumers’ 
goods have risen above the former ceilings, 
a sign that larger supplies are wanted and the 
best way to bring them forth. But most prices 
are unaffected. 

In retrospect, it seems questionable whether 
price controls, except in specific cases such as 
copper, had much influence on price trends for 
more than a brief period. They were put into 
effect at a time when the influences pushing 
prices upward, which —as it turned out — were 
largely forward buying and inventory accumu- 


lation, probably had almost exhausted them- 
selves. By the spring of 1951 many business men 
had built up inventories and forward commit- 
ments as far as they believed desirable, and con- 
sumers likewise had stocked up. Market pres- 
sures therefore abated. To be sure, it may be 


argued that the ceilings themselves repressed 
forward demand, because they removed fears of 
further advances; but among the complex mar- 
ket influences it would be hard to appraise pre- 
cisely the effect of any one. 


Controls Based on Faulty Assumptions 

What is clear is that the assumptions advanced 
two years ago as justification for establishin 
general price controls were never fully vali 
The reduction in supplies of civilian goods 
caused by diversion of resources to defense 
needs has been much less than was then ex- 
pected. Defense expenditures did not rise as 
rapidly or as much as forecast. Moreover, the 
productive organization turned in a truly stu- 
pendous accomplishment in pouring goods into 
the markets. Calculations of the Department of 
Commerce, as given in the “Survey of Current 
Business” for February, show that while Federal] 
Government purchases of goods and services 
(measured in constant dollars to represent physi- 
cal quantities) nearly doubled from 1949 to 1952, 
the rise in production nevertheless permitted 
increases of nearly 7 per cent in personal con- 
sumption, 14 per cent in new construction and 
19 per cent in output of producers’ durable 
equipment, to say nothing of the inventory in- 
crease which took place over the period. 

In February 1951, few believed such an 
achievement was possible. Soon after price con- 
trols were imposed, however, uncertainties as to 
supplies of general merchandise, including dur- 
able goods, began to disappear. By the spring 
and summer of 195] it was also found that the 
buying splurges of July 1950 and the early weeks 
of 1951 were exceptions in consumer behavior, 
and not the rule. Normal saving habits soon re- 
asserted themselves. 

The final important contribution to the con- 
trol of inflationary influences was the substantial 
freeing of monetary policy from the restrictions 
imposed upon the Federal Reserve authorities 
by Treasury policy. Supplemented and strength- 
ened, as long as was deemed necessary, by direct 
restrictions upon the expansion of consume! 
and real estate credit, and by the voluntary 
credit restraint program adopted by the coun- 
try’s banks and other lending institutions, Fed- 
eral Reserve policy again assumed its func- 
tion of limiting credit expansion under infla- 
tionary conditions. A restrictive money policy 
deals with the upward pressures on prices at 
their source. 


The Return to Free Markets 
For all these reasons price controls, except 
in a few specific areas, gradually became inoper- 
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ative. They have plainly outlasted their useful- 
ness and lost their purpose. In a broader sense, 
however, this is not the most gratifying reason 
for their removal. The greater cause for satisfac- 
tion is the reassertion of the principle that free 
markets represent the normal and desirable way 
of life for the American economy. Business has 
had to operate under price controls for more 
than eight years out of the past thirteen, and the 
country should be under no illusions about them. 
They are costly and disruptive and for the most 
part are tolerable only when they are ineffective. 


From the time price ceilings are established 
adjustments become necessary, because costs 
change and demand shift. In free markets these 
adjustments occur freely and almost automati- 
cally. In markets controlled by government of- 
ficials they are, at the best, subject to cumber- 
some procedures and delays, and, at the worst, 
they may never be made. When price changes 
are inhibited or hampered, the performance of 
their economic function, which is to guide and 
balance production and consumption and to 
direct economic effort and resource use, is also 
inhibited or hampered. The effect is to reduce 
the efficiency of the producing and distributing 
organization. In contrast, the free market system 
permits determination by the consumer of the 
amounts, types and qualities of products he 
wants at prices he is willing to pay. 


The Money Market 


The Administration’s moves to decontrol 
prices, and also the Federal Reserve Board's 
action effective February 20 reducing minimum 
stock margin requirements from 75 per cent to 
50 per cent, fit into a broad program of dropping 
emergency devices invoked since the Korean 
war began. Under the program now unfolding 
the restraints on inflation rest, where they basic- 
ally must belong, in fiscal and credit policies — 
balancing the federal budget through expen- 
diture reduction and keeping a curb on credit 
and money supply through the Federal Reserve's 
discount rate and open market operations. The 
increase from 1% to 2 per cent in the discount 
rate, effective January 16, was in a real sense a 
precursor to the decontrol moves. It is clear that 
the authorities will be ready to adjust the rate 
again if greater restraint is needed. 

The January discount rate action did not in- 
terfere with a highly successful outcome on the 
first major piece of financing undertaken by the 
new Administration, the refunding of the $8,868 
million certificates of indebtedness which fell 
due February 15. The holders of these certifi- 
cates were offered in exchange their choice be- 





tween a one-year certificate paying 2% per cent, 
and a five-year ten-months bond paying 2% per 
cent. Secretary of the Treasury George M. Hum- 
phrey revealed on February 18 that exchange 
subscriptions totaling $8,114 million had been 
received for the new 2% per cent certificates plus 
$620 million for the new 2% per cent bonds. The 
aggregate subscriptions for the new certificates 
and bonds, $8,734 million, left only $134 million 
or 1% per cent of the maturing certificates to be 
paid off in cash. This is the best result the Treas- 
ury has had on a major refunding since 1944. 

Treasury officials had further reason for grati- 
fication in the fact that, unlike most Treasury 
refundings over the past twelve years, the opera- 
tion was carried through without the Federal 
Reserve Banks’ posting bids in the open market 
to insure a satisfactory result. On the other 
hand, while the Treasury had expected the one- 
year certificates to attract the main demand, 
some disappointment was expressed that sub- 
scriptions to the 2% per cent bonds did not reach 
a billion or better. It was the 2% per cent rate 
on the one-year certificates that carried the ex- 
change. The impression in the market is that the 
Treasury will have to offer rates in the zone of 
2% to 3% per cent to achieve substantial results 
in extending public debt maturities. 


President Eisenhower in his State of the Union 
message February 2 clearly implied that the 
February financing was simply a first trial step 
in a “program of extending part of the debt over 
longer periods and gradually placing greater 
amounts in the hands of longer-term investors”. 
In consonance with this policy, it is to be ex- 
pected that the Treasury will be willing to pay 
the rates required to attract a broad demand in 
a free market. There is no thought of having 
the Federal Reserve Banks put out money to 
accommodate the Treasury on some prearranged 
interest rate schedule. 


Money Market Developments 

Despite the seasonal return flow of currency 
and easing in credit demands from business, the 
money market has remained fairly tight and 
bond prices in recent weeks have weakened. An 
$845 million reduction in Federal Reserve hold- 
ings of government securities since December 
81, plus $524 million foreign withdrawals of 
gold, have had the effect of maintaining bank 
borrowings from the Federal Reserve around a 
level of $1 billion, thus giving banks more of a 
taste of the 2 per cent discount rate than many 
of them might have anticipated at the time the 
rate was raised. While credit demands from 
business have decreased seasonally, demand for 
credit to finance consumers continues to expand. 
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Moreover, as March 15 approaches there is a 
tendency to anticipate an acceleration of busi- 
ness loan demands to help finance the record 
$6% billion tax payments falling due at that time. 
Treasury bill yields during February held close 
to the 2 per cent discount rate level and at the 
month-end edged up toward 2% per cent. 


Bond Yields Strengthen 

In the area of long-term credits, 1953 demands 
of the mortgage market are looming larger than 
had been anticipated some months ago and the 
fiow of corporate, State and municipal bond 
issues has been heavy. As another market factor, 
some investors are tending to reserve oe 
power for the py ag U. S. Government bon 
issue expected to be offered later on in the year. 
Sharp advances in offered yields were required 
to move State and municipal bonds. Yields on 
U. S. Government and high-grade corporate 
bonds also rose. 

On new corporate flotations, the previously 
existing demand for high-grade obligations in 
the range of 8 to 3% per cent dried up. A $40 
million issue of thirty-year Consolidated Edison 
of New York bonds required a return of 3% per 
cent to put the issue across. Last March a $50 
million issue of Consolidated Edison thirty-year 
bonds was placed at 8% per cent. As evidence of 
a longer drift of rates, Consolidated Edison sold 
$200 million thirty and thirty-five year refunding 
bonds early in 1947 at about 2% per cent. That 
was near the crest of the bull market for bonds 
based on wartime inflation of the money supply. 


Confidence in Money 

These interest rate changes, by historical 
standards, are modest. They serve the economic 
function of bringing credit supply and demand to- 
ward balance. What has spared the economy need 
for larger adjustments is the responsiveness of 
the flow of funds to rate changes. Another force 
has been the falling off in inflation psychology 
and a renewal of faith in the outlook for the 
value of the dollar. The leveling of the cost of 
living index, and declines in industrial raw ma- 
terial and food prices, have been helpful in firm- 
ing confidence in the value of savings accounts 
and bond investments. The drive to balance the 
federal budget, the plan to improve the struc- 
ture of the debt, and the reactivation of discount 
rate as an instrument toward economic stability, 
all add up to a better prospect for the dollar. 

Some such considerations as these seem to be 
at work, jointly with the improvement in terms 
and renewed sales efforts, as the market 
for U.S. Savings bonds. In the two months 
of 1958 sales of Savings bonds are estimated to 


have reached $900 million, one-sixth better than 
in January-February last year and the best per- 
formance over the Korean war period. Redemp- 
tions, which have tended to run in excess of sales 
over this period, amounted to about $820 mil- 
lion in January and February, 9 per cent below 
last year’s figure and lowest for the first two 
months of any year since 1948. 


The Tax Outlook 


During the past month the American people 
have been subjected to a barrage of apparently 
conflicting statements and opinion over tax 
policy. 

On the one hand, the House Ways and Means 
Committee, headed by Representative Daniel A. 
Reed of New York, has reported out a bill (H.R. 
1) which would advance the automatic termina- 
tion date of temporary personal income tax in- 
creases voted in the Revenue Act of 1951 from 
December 31, 1958, as presently scheduled, to 
June 30, 1953—the latter coinciding with the 
presently scheduled expiration date of the cor- 
porate excess profits tax, which the committee 
strongly maintains should be allowed to become 
effective. The committee takes the position that 
“tax reduction must be a first order of business 
for this Congress.” It declares that H. R. 1 should 
be pushed through without delay, holding that 
“tax reduction now will be a strong inducement 
for the elimination of unnecessary expenditures.” 

The position of the Administration, on the 
other hand, as indicated in statements by Presi- 
dent Eisenhower and supported by House and 
Senate leaders, is that, while tax reduction is 
urgently needed and desired, final decisions on 
tax policy should be postponed until a clearer 
view can be had of the budgetary outlook. The 
President's view, as stated in his press interview 
of February 17, is that taxes ought not to be cut 
until a balanced budget is “in sight”. 

The effect of these and other pronouncements 
emanating in a stream from both Congressional 
and Administration sources, and more particu- 
larly of the varying interpretations placed upon 
them, has been confusing and has perhaps cre- 
ated the appearance of a greater cleavage as to 
re: objectives than actually exists. 
What seems to be occurring is the building up 
of an impression of two alternatives—one of 
going ahead with tax cuts regardless of what 
happens to the budget, and the other of extend- 
ing present tax rates until some indefinite future 
time when a balanced budget can be shown to 
be an accomplished fact. 

This is unfortunate and needless. At this stage 
no one can possibly have any very precise idea 
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how the budget is coming out, hence no basis 
exists as yet for formulating a firm opinion. 


Tax Cuts and Budget Cuts Interdependent 

Actually, there is little doubt but that the 
Administration and the Congress share the com- 
mon purpose to do two things: cut both expen- 
ditures and taxes. Despite the tendency in much 
of the current discussion to put expenditure 
reduction and tax reduction in separate com- 
partments, in reality they are mutually interde- 
pendent. Certainly no sound basis exists for 
tax reduction unless expenditures are drastically 
reduced. On the other hand, much of the neces- 
sary incentive to carry through on expenditure 
reductions will be lost unless such reductions are 
going to be reflected in tax cuts pretty promptly. 


The ideal procedure is to have the two move 
along together. Some individuals may feel it 
necessary to keep the pressure on reducing ex- 
penditures by not letting tax reduction go 
ahead too fast. Others may feel that by demand- 
ing tax reduction they are bringing pressure for 
reduction in expenditures. Apart, however, from 
the disadvantages noted above of treating the 
two problems independently, there is the risk of 
getting people lined up in opposing camps when 
essentially they are working for the same end. 
The danger is in each side getting “frozen in” 
with fixed ideas and preconceptions while the 
situation is still fluid. The Administration and 
the Congress have a big job to do to cut expen- 
ditures, but there is still time — and a necessity 
—for keeping an open mind until we can see 
better how we are coming out in the overall 
picture. 

A Practical Procedure 

Happily, despite all the talk of Congressional 
“revolt” against the Administration over taxes, 
neither side is taking a wholly inflexible attitude. 
Chairman Reed of the House Ways and Means 
Committee is understood to have indicated a 
willingness not to press for immediate consid- 
eration of his bill, but to hold off and give 
opportunity for appraising progress in cuttin 
ro The pres Fw 2 on its sak 
certainly has not turned down tax reduction, but 
is opposed to action until visibility as to outgo 
becomes a little plainer. Secretary of the Treas- 
ury Humphrey recently stated that he does not 
expect to formulate a tax program for two or 
three months. The President, as noted above, 
has indicated that he will be satisfied if a bal- 
anced budget is a reasonable prospect. 


If, in the period between now and May or 
June the appropriations committees of the Con- 
gress, the Budget Bureau, and the different de- 


partments can agree upon budgetary cuts, that 
figure can be made effective by an expenditures 
limitation such as was passed by the House last 
year in the Smith-Coudert amendment to the 
defense appropriations bill and is now included 
in different form in the bill proposed by Senator 
Byrd and 45 other Senators. If that total is some- 
where in the range of the revised revenue esti- 
mates that will be available, in the ordinary way, 
in April —we shall have a practical fulfillment 
of the Administration requirement that a bal- 
anced budget is “in sight.” Then the scheduled 
tax reduction can get the “green light” to go 
ahead. 
The Minimum Objective 

Meantime, the thing to do is to concentrate 
on the task of reducing expenditures. Here the 
minimum objective must be to accomplish sav- 
ings sufficient to permit expiration of the cor- 
porate excess profits tax on June 30 next and of 
the temporary personal income tax increases on 
December 31, as now provided by law, and still 
leave a balanced budget. 


This means scaling some $10 billion from the 
Truman budget of $78.6 billion presented last 
January, if the calculation is on the basis of the 
official accounting of receipts and expenditures, 
or some $6% billion if the calculation is on the 
basis of consolidated cash receipts and expendi- 
tures, including social security taxes. To go 
further and advance the date of expiration of 
the temporary personal income tax increases to 
June 30, 1953, as contemplated in the Reed bill 
and as is regarded in Congress generally as a 
political “must” if the corporate excess profits 
tax is allowed to expire on that date, would 
mean, oe to Treasury estimates, an addi- 
tional revenue loss of $1.5 billion. 


Whether it will prove practicable to accom- 
plish the needed reductions in expenditures in 
time, while still meeting the all-important man- 
date of no impairment of essential defense 
strength, remains of course to be seen. But there 
should be no defeatism at this point. The efforts 
being made on the Executive side and in the 
Congress are genuine and promise good results. 
Much depends also upon the reliability of the 
Truman budget estimates. As may be recalled, 
the tendency of recent budgets has been to 
grossly overestimate expenditures. 


Question of the Excess Profits Tax 
On the revenue side, doubts as to reliability 
of budget estimates apply particularly to the ex- 
cess profits tax. This is due partly to the decline 
in pa pe income before taxes which, as re- 
ported in the article on 1952 corporate earnings 
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in this Letter, caused many concerns to drop out 
of the excess profits tax bracket. It is due partly 
also to growing suspicion that the amount of 
revenue lost through reductions in net income 
— either because of extra expense to avoid E.P.T., 
or because of ventures which are not engaged in 
because of E.P.T. — may substantially offset the 
direct revenue realized from E.P.T. 


Moreover, if this tax, with its innumerable 
problems, is not permitted to terminate on June 
80, 1958, many organizations that have been 
urging the Congress to grant relief where the 
tax is bearing down inequitably will probably 
succeed in getting some legislation through the 
present session of Congress which will further 
reduce the present yield, and possibly even offset 
it entirely. 

On the other hand, if the tax is permitted to 
terminate, many present wasteful practices now 
being availed of as deductions will no doubt be 
eliminated, thus increasing the total of corporate 
profits subject to normal and surtax. 


Aside from revenue considerations, if this tax 
is extended the Congressional tax-writing com- 
mittees might well be bogged down for months 
in dealing with applications for relief instead 
of getting ahead on their long-range program 
of tax = Seve for which they have already col- 
lected a mass of information now awaiting an- 
alysis. 

All this is on account of a tax which has been 
thoroughly discredited and which almost every- 
one agrees should be allowed to expire in a 
comparatively short time anyway. 


Corporate Earnings in 1952 


Some two thousand annual reports of corpor- 
ations for the year 1952 now available show that 
earnings declined as compared with 1951 for a 
majority of the reporting companies engaged in 
manufacturing, mining, and trade. There were 
increases generally in the fields of transporta- 
tion, public utilities, and finance. For all report- 
ing corporations together the net income declined 
slightly as compared with 1951, which in turn 
was slightly below 1950. The continued high 
level of business activity resulted in a new all- 
time record in dollar transactions, but the per- 
sistent rise in operating expenses, combined with 
special factors such as strikes, inventory write- 
pti and O.P.S. ceilings, caused some nar- 
rowing of the average net profit margin per sales 
or revenue dollar in almost all lines. 


Our tabulation of the reports issued to date 
by 2,287 corporations in all major lines shows 
combined net income of approximately $8.1 bil- 





lion after taxes, compared with $8.4 billion in 
1951, a decrease of 3 per cent. Slightly over half 
of the individual companies reported decreases. 
The condensed table gives a preliminary sum- 
mary of the changes by major industry groups. 


Preliminary Summary of Net Income of Leading 
Corporations for the Years 1951 and 1952 


(In Thousands of Dollars) 


Industrial Reported Net Income 
Groups After Taxes 
1951 1952 
$ 86,227 $ 387,920 
46,374 $2,232 
51,367 84,730 
194,775 170,491 
186,112 92,592 
75,611 68,627 
68,690 81,004 
104,064 86,425 
12,953 10,910 
24,540 21,488 
172,784 159,408 
86,321 22,882 


No. of 
Cos. 


Baking eaiaestinaabianasii 
Meat packing ............~ 
EN pe es eee sagncien 
Other food products 
Beverages .......... 
Tobacco products. 
Cotton goods . 
Other textile products. 
Clothing and apparel.. 
Shoes, leather, ete. ........ 
Tires, rubber products 
Lumber, wood products 
Paper and allied prod. 204,128 170,759 
Chemical products .... 599,127 565,796 
22 Drugs, soap, cosmetics 147,850 121,898 
Paint and varnish... 29,476 25,518 
Petroleum prod. & ref. 1,260,456 1,235,620 
ee ae 84,505 38,752 
8 Glass products ............... 75,658 78,418 
Other stone, clay prod. 87,784 76,949 
Iron and steel 663,486 515,066 
Agricultural imple........ 189,123 133,791 
Bidg., heat., plumb. eq. 52,683 
40 Elec. equip., radio & tv. 178,989 
Hardware and tools... $1,974 
Household appliances.. 28,509 
Machi 129,777 
67,281 


226,047 


92,780 
116,738 





Office equipment 
Other metal products. 
Autos and trucks 
Automobile parts — 
Aircraft and parts —. 48,674 
Misc. manufacturing . 62,797 


Total manufacturing . 65,227,360 
Coal mining* 
Metal mining* 
Other mining, quarry. 


61,230 


4,661,758 
86,828 25,428 
10,875 8,963 
12,743 18,148 
59,941 47,589 
51,096 48,441 








Total mining, quarry.* 
Chain stores—food .... 
Chain st.—variety, ete. 110,986 101,631 
Department & specialty 100,229 91,336 
Wholesale and misc... 68,332 46,028 


Total trade 880,648 287,486 


690,568 
Po: 80,942 
Misc. transportation. 24,633 


Total transportation ... 746,143 
Elec. power, gas, etc... 682,845 
44 Telephone & telegraph 898,968 
Total public utilities... 1,076,818 
Amusements ................. 24,867 
22 Restaurant and hotel.. 1,149 
Other business services $8,548 
Construction 6,433 


10,997 





80,735 


889,454 
781,440 
435,557 


1,216,997 











Total amuse., serv., etc. 
Commercial banks —. 
8 Fire and casualty ins.t 
Investment trusts} ...... 
Sales finance companies 
Real estate companies 


614 Total finance 962,322 
2,287 Grand total $8,894,170 $8,127,811 
t Gapine tt aad aan en yon gh =a or phn phy ww 
vestments, 
In the manufacturing industries the statements 
of 1,031 companies show combined net income 
down 11 per cent. Almost three out of every four 


14,557 
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companies had decreases. Textile products and 
several other lines were hard hit early in the 
year by a slackened demand on the part of 
buyers anxious to work down inventory. 


The steel strike of eight weeks last summer 
curtailed substantially the year’s output of steel 
and of countless products made of steel, despite 
the vigorous rebound that took place in the 
fourth quarter. For a group of 39 iron and steel 
producers a decrease of 10 per cent in the dollar 
total of sales resulted in a decline in operating 
earnings of approximately $980 million, or 51 
per cent. Of this loss in taxable income, $830 
million, or almost seven-eighths, was offset by a 
reduction in federal income and excess profits 
taxes payable. The net income after taxes de- 
clined by $150 million, or 22 per cent. 


Earnings of Food Processors 

Among the 118 food manufacturing or process- 
ing companies that have reported to date, two 
out of three had decreases in net income, and the 
combined total was down 16 per cent. Most 
companies in these lines experienced narrower 
profit margins, as labor costs continued to rise 
while selling prices were held down by govern- 
ment ceilings or by the forces of competition. 


It is noteworthy that this showing is in con- 
trast with the charge by the Executive Council 
of the American Federation of Labor at its mid- 
winter meeting at Miami Beach last month, as 
reported in the New York Times, that 
food processors and distributors were increasing their 
profits at the expense of both farmers and urban workers. 

“Between the third quarter of 1951 and the third 
quarter of 1952, when farm income was already lagging 
behind the rest of the eer corporations processin 
and marketing food were rapidly increasing their profits, 
the A.F.L. declared. “During this period, the Federal 
Trade Commission reports that net corporate income, 
after taxes, of firms in the food group rose from $204,- 
000,000 to $255,000,000, an increase of 25 per cent.” 

This statement by the A. F. of L. is open to 
criticism on two counts. First, it fails to use 
the latest revised figures given in the report cited 
for the third quarter of 1952. According to this 
report, issued jointly by the Federal Trade 
Commission and the Securities & Exchange 
Commission, the net income of the food group 
in the third quarter of 1951 was estimated at 
$220 million, not $204 million. Thus the increase 
over a year ago was 16 per cent, not 25 per cent 
as charged. 

Secondly, and more important, the A. F. of L. 
omitted the comparisons given in the same 
report covering the first nine months of 1952, 
which showed estimated net income for the food 


group of $622 million, compared with $674 mil- 


lion in the corresponding period of 1951, a 
decrease of 8 per cent. The average annual rate 
of return computed on shareholders’ equity in 
the first three quarters declined from 8.6 to 7.7 
per cent, while the average net profit. margin 
declined from 2.1 to 1.9 cents per dollar of sales. 


Other Earnings Factors 

Other manufacturing lines in which represen- 
tative companies maintained sales but experi- 
enced varying squeezes of profit margin include 
beverages, tobacco products, shoes and leather, 
tires, paper, chemicals, and petroleum refining. 
Our preliminary summary shows only a few 
groups which were able, with the help of sizable 
gains in dollar sales, to increase net income. 

The rise of operating costs generally reflected 
the continued advance of wages, which as meas- 
ured by average hourly earnings in manufactur- 
ing rose from $1.636 in December 1951 to $1.732 
in December 1952 or by 6 per cent — exclusive 
of fringe benefits. Important offsets in many 
instances were increases in productivity resulting 
from improved plant and equipment, and de- 
creases in the costs of foodstuffs or industrial raw 
materials purchased. 

Tax details given by the larger companies in 
all manufacturing lines reporting to date indicate 
that operating income, before taxes, decreased 
last year by about 23 per cent. This left but 
little income subject to the 82 per cent excess 
profits tax bracket, and resulted in a 31 per cent 
decrease in the total federal tax liability on 1952 
income, payable in 1953. Federal tax accruals, 
rage the normal tax, surtax, and excess prof- 
its tax, declined from an average of 60 per cent 
of income in 1951 to 54 per cent in 1952. 

Among the 129 retail and wholesale trade 
companies ye gee thus far there was a general 
squeezing of profit margins, with net income 
down in three out of four individual cases and 
down 18 per cent for the group as a whole. 

Most of the public utility systems supplying 
electric, gas, and telephone services had a con- 
tinued advance last year in both operating rev- 
enues and net income. Their relatively good 
showing reflected the steady growth in demand 
for their services, control over costs, some in- 
creases in rates charged, and increased produc- 
tivity reflecting the huge investment ails since 
the war in additional plant and equipment. 

Reports for many additional corporations that 
become available during the current month will 
be included in our final summary in the April 
issue. This will show also, by major industry 
groups, the average rates of return on net assets 
and profit margins on sales. 
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Balance Sheet Changes 

A comparison of the December $1, 1952 bal- 
ance sheets of 150 manufacturing companies 
shows that expansion in total assets continued 
last year at a slower pace, and that the rise of 
inventories, which had absorbed funds “ae 4 
in every postwar year except 1949, was checked. 
The general trends among the major items are 
indicated by the following composite balance 
sheet, based upon a Limited sample of industry 
and more representative of the larger organiza- 
tions than of small business. 
Composite Balance Sheet of 150 Manufacturing Companies 

with Sales or Total Assets over $5 Million 
(In Millions of Dollars) 


Assets 1940 1945 1951 1952 
Cash $ 522 
Government securities} 46 
Receivables, net 531 
Inventories® eee 1,202 





Total current assets 
Land, plant and equipment 
Less depreciation 





Net property 
Other assets 





Total assets 
Liabilities and Capital 
Notes payabl 
A/e pay., accruals, etc.* 
Reserve for taxest 


Total current liab. 
Bonds, notes, etc. 


Reserves 
Capital and Surplus —— 














Total 
Working capital 
Ratios: 


Before deducting tax notes offset st taxes abl 
1 iictodes advances on government Fo. 4 vee 


These companies had sales last year of ap- 
proximately $19 billion. Their total assets at the 
year-end aggregated $18.5 billion, an increase 
during the year of $798 million. Of that increase, 
about one-third took place in the current assets, 
mostly in receivables. While some of the state- 
ments showed further accumulation of inven- 
tories last year, others showed sizable reduc- 
tions, leaving the total for the group up only 
slightly. 

Most of the other asset expansion occurred in 
net property account, where the increase prac- 
tically duplicated the record increase in 1951. 
Gross outlay on plant and equipment exceeded 
the increase in net property to the extent of the 
$286 million written off for depreciation. 

More than half of the total funds absorbed 
was provided by an increase in long-term liabili- 
ties, including long-term bank loans, insurance 
loans, and open market bonds. 

The rest of the funds used came from an in- 
crease in capital and surplus, mainly from the 


retention of net income — only about 60 per cent 
of which was paid out in dividends. 


The ratio of current assets to current liabilities 
at the year-end rose slightly to 2.69, compared 
with 3.74 in prewar 1940. The ratio of cash plus 
government securities alone to total current 
liabilities stood at the end of last year at 0.74, 
compared with 0.92 in 1940. Net working capi- 
tal in dollars, however, representing the excess 
of current assets over current liabilities, con- 
tinued to increase last year to a figure three 
times prewar. 


Accompanying the decline that has taken 
place in these liquidity ratios, there was a de- 
cline also in the relation of equity capital (in- 
cluding surplus) to total liabilities (short- and 
long-term). For the 150 companies in our com- 
posite statement this ratio declined from 2.89 in 
1940 to 1.44 in 1952. 


These indications of decreased liquidity em- 
phasize the problem that business has had to 
face in raising the huge amounts of new capital 
to pay for the expansion in plant and apr 
plus the added working capital, needed to meet 
the tremendous military and civilian demands 
for goods. The postwar inflation of wages and 
prices has added greatly to the cost of replacing 
and enlarging industrial plant and equipment, as 
well as to the volume of funds required to carry 
enlarged inventories and receivables. Although 
outlays this year for new plant and equipment 
will still be large, the longer-term demands for 
corporate funds should lessen with the stabiliz- 
ing tendency of both business activity and com- 
modity prices. This should slow down the neces- 
sary borrowing, and eventually restore a higher 
ratio of equity money to debt. It should also 
permit paying out a larger share of earnings as 
dividends — especially in those cases where cor- 
porations are trying to attract new capital by the 
sale of additional stock. 


Growth of Foreign Currency 
Dearves 

A $675 million decline in the U.S. gold stock 
over the past three months signifies a major 
swing in the U.S. balance of international pay- 
ments and a switch from dollar shortage to dollar 
surpluses. The new turn is a timely one. A grow- 
ing impatience has appeared, abroad as well as 
at home, with the intergovernmental grant and 
loan props that have supported a rickety struc- 
ture of international payments since the war. 
This feeling is apparent not only among U.S. 
taxpayers, who feel the main burden, but also 
among citizens of recipient nations who rebel 
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at the outside interference with their internal 
affairs that becomes involved. 


Inflationary policies of public finance have 
played a leading role in the persistence of trade 
imbalance in the postwar years. As evidenced 
in the declining price trends of internationally- 
traded commodities, inflation has now been 
brought under restraint in most countries. The 
task of realizing and maintaining reasonable 
international equilibrium, however, is one that 
never ends. In the present juncture the gold out- 
flow adds force to the necessity, in the interest 
of international economic stability, of dealing 
with our unbalanced federal budget. 


The present swing in the U.S. balance of pay- 
ments antedates the gold outflow, going back 
eleven months to last spring. In the last nine 
months of 1952, through all types of transactions, 
foreigners are estimated to have added $1% bil- 
lion to their gold and dollar reserves. The accum- 
ulation was concentrated in dollars up to Decem- 
ber when conversions into gold began on a scale 
of $50 million a week. Rumors of a change in 
the U.S. price of gold, rampant at that same 
time, may have given impulse to the movement, 
though it was almost inevitable that some part 
of the gains in foreign dollar resources should 
have been converted into metal. The solid value 
of gold is appreciated not only by central bank- 
ers and finance ministers but also among the 
broad masses of people who know from bitter 
experience the capacity of paper money to lose 
buying power. Gold, when available for sale at 
a set price, defends the value of paper money. 
The gold currently being sold by the United 
States is doing precisely that for the dollar. 
BILLIONS OF DOLLARS 
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Foreign Gold and U.S. Dollar Holdings and U.S. Gold Stock, 
quarterly 
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The two charts portray the broad movements 
in gold and dollar reserves since the war for for- 
eign countries taken as a whole and for indi- 
vidual countries and areas. The first chart shows 
the U.S. gold stock and total holdings of gold 
and dollars by foreign nations. Russian gold 
holdings, an unknown quantity, are excluded. 
Private holdings, which have been rising since 
the war, are also omitted for lack of reliable 
data. Holdings by international institutions, 
however, are included. The main item here is 
the $1.7 billion gold hoard of the International 
Monetary Fund which could be made available 
to foreign governments or central banks. 

The second chart gives gold and dollar hold- 
ings for the United Kingdom, Switzerland, other 
Western Europe, Canada, Latin America, and 
Asia. 
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The Postwar Record 

As the first chart shows, foreign holdings of 
gold and dollars were at their lowest point at the 
time of the widespread currency readjustments 
in September, 1949. These moves repaired rela- 
tive overvaluations of most foreign currencies 
and led to a recovery which was extended and 
enlarged during the surge of American inflation 
after the outbreak of the war in Korea in June, 
1950. By June, 1951 foreign gold and dollar 
reserves were up $4% billion. During the follow- 
ing nine months, through March, 1952, foreign 
gold and dollar holdings in the aggregate turned 
downward. While some countries such as Ger- 
many and Japan continued to gain in this period, 
the United Kingdom was a heavy loser, particu- 
larly from the collapse of world prices of wool, 
tin and rubber. During the winter of 1951-52, 





HWY 
ia 





























March, 1953 


A ERIE I EOE i ERT RRR RCI 





to correct its international position, the United 
Kingdom and associated sterling area countries 
tightened import restrictions and the Bank of 
England raised the discount rate. Such moves, 
and increased export efforts, turned the British 
position around during the spring and summer. 
The United Kingdom added $184 million to its 
international reserves between March $1 and 
December $1 after paying $181 million on its 
American and Canadian postwar loans. Further 
gains have been realized since December. 


Individual countries have their troubles, and 
it is a rare day when one or another does not. 
But, with this sort of qualification, the recovery 
has had a broad basis. In continental Western 
Europe, while France still suffers balance of pay- 
ments difficulties, Switzerland has held its out- 
standingly strong position. Germany, Belgium 
and the Netherlands have built up their reserves 
most substantially. In Asia, Japan, a beneficiary 
of heavy American military outlays, has strength- 
ened reserves. In Latin America, Brazil and 
Argentina are in difficulty while Mexico and 
Venezuela have maintained or increased their 
reserves. Canada, enjoying the combination of 
an inflow of foreign capital and a good export 
demand, has a strong reserve position and has 
put the brakes on further accumulation by let- 


ting the Canadian dollar rise to a premium. 


Fundamental Factors 

There are many influences behind the recent 
balance of payments swing. Of most lasting 
benefit is the successful use of fiscal and credit 
policies to suppress internal inflation. Balanced 
budgets have come back into fashion and arti- 
ficial measures to cheapen the cost of borrowed 
money have lost popularity. 


A second factor is the maintenance of tight 
foreign exchange and trade restrictions, most 
notable in the case of sterling area countries but 
by no means confined to them. This is the method 
of balancing up international accounts by ration- 
ing foreign exchange income. It serves in emerg- 
ency but only by stifling the natural flow of 
goods, people and money among the nations. 


A third influence bringing the new upturn in 
foreign gold and dollar reserves is the continu- 
ance of abnormal U.S. outlays abroad — not only 
under the Mutual Security Assistance Act and 
manifold other programs, but also for mainte- 
nance of troops and military Fearsome over- 
seas. These items, along with overseas capital 
investments, have swollen the flow of dollars 
abroad to a point where they exceed the amounts 
foreigners require to pay for goods and services 
bought here. 


The U.S. Balance of Payments 
The following table sets out the U.S. balance 
of payments, annually since 1949, reconciled out 
to the changes in foreign gold and dollar hold- 
ings. The figures for 1952 are partly estimated. 


U.S. International Payments 
(In Billions of Dollars) 
1949 1950 
Transactions Supplying Dollars: 
Merchandise imports $ 7.1 
Foreign freight and shipping... PA 
Travel by Americans -.cccccmccuccsncemmeen 
U.S. Gov. expenditure abroad._. 
Private gifts, misc. items 
Dividends and interest 


Goods and services, total —... 


Other Dollars Supplied: 


U.S. overseas investments 
Other capital transactions 
U.S. Gov. economic aid 


Total 
Total Dollars Supplied 


Transactions Using Dollars: 
Merchandise exports 
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military aid 
Commercial OXPOrts ncceccnccenceeneeneemnen 
American freight and shipping... 
Travel by foreigmers ccccccccccnnenncme 
Dividends and interest 
Miscellaneous items 


Goods and services, total ........ 
Surplus on Trade & Service Acct. 
Deficit in International Payments. 


Increase (+) or Decrease (—) in: 
Foreign gold and $ balances... —. 
rors and omissions +. 
+ 


Net 
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6 42.7 


Based on the Dept. of Commerce data; 1952 partly estimated 
by this Bank. 


The table shows, among the transactions sup- 
plying dollars, the post-Korean increase in 
government expenditures abroad. The main 
category, merchandise imports, in 1952 was 
moderately below the record $11.7 billion _ 
recorded in 1951 as a result of radical declines 
in prices of imported raw materials. U.S. imports 
in physical volume are estimated to have reached 
a new peak. Under the heading “Other Dollars 
Supplied” American long-term capital invest- 
ments abroad amount to $1.3 billion. The mod- 
erate shrinkage in total dollars supplied was 
accounted for by a $1 billion curtailment in U.S. 
government economic aid. Nevertheless, the 
gross supply of dollars for a second consecutive 
year exceeded $19 billion. 


Among the transactions using dollars, ship- 
ments of military goods are subtracted from total 
exports to give commercial exports. The decline 
in the latter from $14.4 billion in 1951 to $13.8 
billion in 1952 reflects, among other things, tight- 
ened import restrictions in some countries and 


better crops. 


Despite the losses in the period from June 
1951 to March 1952, foreign gold and dollar 
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holdings have increased in each calendar year 
since 1949. In 1949 Marshall Plan aid, running 
beyond $5 billion, was the balancing factor. As 
that program ran off according to plan, the un- 

lanned Korean war increased the supplies of 
dollars and extended the rise in foreign reserves. 
As the figures are going, on the basis of continu- 
ing heavy government outlays abroad, the rise 
in foreign gold and dollar holdings may be even 
larger this year than in 1952. 


Significance of Reaccumulation 


It is encouraging to see an improved distribu- 
tion of international reserves and reaccumula- 
tions that give the nations leeway to meet peri- 
ods of adversity out of ready resources and with- 
out having to face immediate crisis and to ask 
for new American aid programs. 


Gold and dollars, to be sure, are no more than 
means to ends. One of these is to stabilize for- 
eign currency values and to give a basis of credit 
and confidence at home and abroad. Another is 
to give the citizen access to world markets. 
There is little purpose in excessive accumula- 
tions that deny this access. Thus, for nations 
that have throttled imports to correct adverse 
trade balances, relaxations of restrictions are in 
order as reserves build up. Action of this sort 
not only benefits the citizen at home; it also aids 
other nations to balance up their international 
accounts and provide comparative freedom of 
access to foreign goods. For example, Italy today 
is hampered by French restrictions affecting 
Italian goods; France is hampered by British 
restrictions on French goods. The British com- 
plain of the American tariffs. 


Though the United States is now the world’s 
biggest importer, and attaches practically no 
strings on the movements of money abroad, we 
should have as much readiness as anyone to re- 
view trade policies. 


U.S. Trade Policy 

On the principle of “trade, not aid,” many 
recommendations are being heard in favor of 
lowering of American tariffs, simplifying customs 
procedures, eliminating quota restrictions on im- 
ports, and repealing legislation of the “Buy 
American” President Eisenhower in his 
State of the Union address endorsed extension 
of the Reciprocal Trade Agreements Act and 
revision of our customs regulations to remove 
procedural obstacles to profitable trade. Mr. 
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Warren Lee Pierson, chairman of the U.S. Coun- 
cil of the International Chamber of Commerce, 
has stressed that the escape clause under the 
Reciprocal Trade Agreements Act, entailing long 
investigations which can lead to cancellation of 
tariff concessions, discourages foreign exporters 
from developing business in this country. “Sim- 
plification of our present complicated procedure 
of getting goods into Customs”, he states, “is 
almost as important as lower tariffs.” 


American policy for the postwar period has 
been directed toward easing of barriers on move- 
ments of goods, people and capital across na- 
tional boundaries, to the mutual benefit of the 
nations and the welfare of their peoples. The 
defeats of this policy have been more conspicu- 
ous than the victories, as witness the morass of 
restrictions the American exporter encounters 
abroad. Nevertheless, the end is worth the pa- 
tience it costs. The American policy, given re- 
newed life by the new Administration, can and 
should set an example of liberality in trade policy. 


Too much, however, should not be expected 
out of liberalization of American trade policy. 
As The Economist of London pointed out re- 
cently, foreign exporters already have the bene- 
fit of a reduction of over 60 per cent, since 1937, 
in the U.S. tariff on dutiable imports. To get a 
heavy flow of trade, reasonably well balanced 
international accounts, and stability in the values 
of the currencies it is essential above all that 
nations keep their internal financial affairs in 
order. Professor Lionel Robbins of the Uni- 
versity of London made the point effectively 
earlier this year when he discussed the long 


persistence of international disequilibrium: 


Trade policy, however enlightened, will not by itselt 
bring equilibrium if finances are out of order. It is true 
that unilateral easements of obstacles will mitigate the 
degree of financial adjustment which may be erp | 
elsewhere; needless to say, a unilateral reduction of tariffs 
on the of the U.S. would do much to ease the finan- 
cial problems of Europe and the Sterling Area. It is true 
further that multilateral easements . . . will make it easier 
for financial policies to be effective; a general reduction 
of obstacles would almost certainly increase the effective- 
ness of cost reductions or alterations of exchange rates. 
But, in the last analysis, until financial conditions are 
under control trade ther is without a foundation. 

It is indeed not easy to overstate the central importance 
of financial policy in this matter of international balance. 
For dispassionate study of the facts must surely reveal 
that it is the failure of financial policies which has been 
responsible for the persistence of our troubles —to be 
perfectly explicit, that it is the failure of the non-dollar 
centres to restrain their expansion which is responsible 
for their failure to get nearer to closing the dollar gap. 
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